Abstract
Introduction
The mutual fund industry helps the economy, individual investors and institutional investors by different means, e.g., diversification, economy of scale, divisibility, liquidity and benefit of professional management (Edelen, 1999) . Mutual fund industry also plays a pivotal role in the economic growth of a country as they mobilize the savings form general public and institutions to make it productive for economy.
Independence of the board of directors is always viewed as a tool to mitigate the agency problem between shareholders and managers of firms. This phenomenon does not restrain to any single industry, but also widespread in the mutual fund industry. Since the new code of corporate governance is implemented in Pakistan in year 2012 all mutual fund companies have tended to include more independent directors on their board. The prime focus of this paper is to investigate the fund governance in new perspective. This study adopted a new approach to investigate whether outside mutual fund directors transmit the governance culture from firms where they employed to mutual fund where they are independent or dependent directors. Normally the board of directors is high profile executive in their respective firms and they transmit the governance culture. If the mutual fund director also working in outside industry and engage in shareholder unfriendly practices, that shareholder unfriendly culture can be spilled over to other industry via director working in more than one place.
There are two aspects of fund governance contagion; one is positive and second is negative. If outside directors coming up with efficient information, they will be better able to manage the fund. Furthermore, these directors also equipped the mutual funds employees with new skills and competencies that are known as expertise effect and second aspect is negative that is cronyism means director are transmitting shareholders unfriendly practices into fund. Investors prefer to invent in better managed funds where long-term returns are high (Berk and Green, 2002) as better governance give superior return to investors.
The major contribution of this paper is that it measures new dimension of corporate governance beyond the simple mitigating agency problem. In best knowledge of researchers, it is first study in Pakistan that measures the transmission of mutual fund governance. Previous studies specifically look into agency problem perspective of fund governance. For example (Tufano and Sevick, 1997); (Del Guercio et al., 2003) ; (Cremers and Petajisto, 2009 ); (Ferris, 2007) ; (Qian, 2011) . When board of director join fund, s/he certainly come up with mind set and governance practice with him from his previous workplace. For example, if any firm have bad governance record and his independent directors are may by beneficial in term if mitigating the agency problem for that company but side by side they are contaminating the other organizations where they are outside directors, with transmission of bad governance practices.
Literature review
The mutual fund industry has been playing a significant role in the economic growth of Pakistan. Authors' collected quarterly data for all those mutual fund listed on Mutual Fund Association of Pakistan. They concluded in their study that among all fund characteristic only liquidity and 12B-1 (type of load) are significant. But so far as per out knowledge managerial attributes are not yet considered as factor that can change the performance of mutual fund in Pakistan. So this study is unique in its kind and contributing in existing knowledge that how young mutual fund industry's performance is affected by managerial attributes. Literature provides some evidences regarding connection of fund and firm and discussing how these connections are beneficial for firm. The benefit is due to transfer of some crucial and positive elements like transmission of private information (Cohen and Schmidt, 2009) , similarly information regarding assets flow and proxy voting is also important (Cohen et al., 2007) ; (Davis and Kim, 2007) ; (Butler and Gurun, 2012) . Highlighting the importance of interlock and competition among firms, Hwang and Kim (2009) concluded that social networks of CEO influence the labor market and poor governance at one firm change the managerial behavior of other firm in same industry.
Lots of previous researches highlight the contagion effect in firm-to-firm setting and there are phenomena that are transmitting form one firm to other are mainly investment behavior,(Fracassi, 2012)adoption of poison pills, (Davis, 1991) backdating of financial derivatives, (John and Ryan, 2009 ) and governance culture and practices (Christa, 2011) . Kelly (2013) finds evidence in his study that executive compensation and different remuneration policies are effected by firm-to-firm networks.
In previous researches there are different elements that are considered as vector of transmission of corporate governance from firm to fund. These vectors are board of director's interlocks (John et al., 2009) and geographical proximity (Kedia, 2011) . These board interlock are responsible for making interactions between executives and thus propagate the corporate culture form one organization to other organization. Researchers having point of view these interlocks not only servers the monetary purpose through proxy voting of fund managers but private information also flow form director of firms to fund manager and sometime due to networks and interlock of directors, director vote in favor of firm to whom they are connect while proxy voting on behalf of investors. Similar nature of firms has more possibility to share the corporate governance. Like structure of firm is very important in transmission of governance. It is more plausible for same industry to apply similar nature of governance, thus it is more important to discuss governance contagion in similar nature of industry (Davis, 1991) .
According to report 78% of director working 25 largest fund families are having financial background (Sterngold, 2012) . Now in same industry it is more chances of interlocks. The important phenomenon that either transmission of culture and governance is bad or good is matter of grave concern. There is possibility the cronyism effect dominates when interlocks between boards occurred. Cronyism effect means that only bad practices of corporate governance are transmits into other firm like mutual fund industry (Jensen, 1993) . But other side of coin is surely be considered that expertise effect can prevail when interlock occurs and across industry board connections built. Similarly Brick, Palmon, and Wald (2006) has provided empirical evidence in his paper that in corporate boardroom "mutual back scratching" exits and if director of board is taking high compensation he will give greater compensation to CEOs but it relates negatively with firm performance. Previous studies specifically look into agency problem and different perspective of fund governance. For example see (Tufano and Sevick, 1997); (Del Guercio et al., 2003) ; (Cremers and Petajisto, 2009 ); (Ferris, 2007) ; (Qian, 2011) . Effect of board ties and connection of one industry upon other industry is not researched.
Methodology of research
To investigate the mutual funds governance contagion from 2010 to 2014, data have been collected from the annual reports, websites of mutual fund firms and Mutual fund Assassination of Pakistan which is a portal for asset management companies in Pakistan. Dependent variable that is expense ratio is collected from annual reports of mutual fund companies. Expense ratio is proxy of corporate governance measurement. Furthermore, information about control variables, e.g. assets under management, age of manager, experience of the manger, fund age and qualification of manager is also collected. As our data is panel in nature, regression with fixed effect is used because of conformity with Husman test requirements. Our proxy variable is consistent with existing researches for example (Khorana et al., 2007) ; (Del Guercio et al., 2003) ; (Ferris and Yan, 2007) . If corporate governance practices are good in mutual fund than expanses ratio must have inverse relationship with independent variables these variables are; percentage of independent director connected, percentage of independent director not connected and percentage of dependent directors are connected. 'P_independent connected' means that number of independent director connected with outside firms and they also working in mutual fund as independent director 1 divided by total number of independent directors on board of the fund. Similarly, to measure the impact of connection we segregated connection into independent director connected and independent directors not connected namely 'P_independent not connected'.
It is observed that on panel of some of the funds there are foreign dependent or independent directors are working. For this purpose dummy variable is included in the study that carries value 1 if any mutual fund has a foreign director on its board otherwise 0. So, there is certainty that foreign directors have greater exposure of working in shareholder friendly practice and legal protection and corporate governance system is much better as compared to developing countries. Secondly, gender wise analysis is conducted that if female directors are on the panel of fund how fund governance is consistent with the literature we have included some control variables that are, assets under management, age of the manager,and experience of the manger, fund age and qualification of manager. Model of study is as follows: Descriptive stats are reported in Table 1 and it is obvious from results that the average numbers of independent connections of director are higher than that of dependent director (60%). Whereas, independent directors who don't have any connection with outside industry is least among three types of directors (39%).Results are logical because independent directors are most of the time are field specialist and technocrats of market and serving in different firms so their chances to be non-connected are less. Dependent directors are those who have partially or fully have a monetary stake in the organization. So, they are mostly full time employees of the company. Though there is not any restriction upon them to work outside. Average age of manager is 35 years and fund age is 8 years. Average size of board is 8 directors. 
Exp_ratio is dependent variable and proxy for corporate governance. "p_independent_conn~d" is independent directors connected with outside industry. "agemgr" is age of manager, "quali" is categorical variable to measure the qualifiacion of board. "lnaum" natural log of assets under management, "mgtfee" is management fee, "fundage" is fund age, "board_size" is number of board members, "d_foreign" and " d_female" are categorical variable if board member of fund is belong to foreign country or female. '*', '***' indicates significance at .05
Connection of director and their independence matters a lot to mitigate the agency problem (Davis and Kim, 2007) . It is generally believed concept that when independent directors are connected they transmits positive culture into fund due to diversity and exposure of different organizations. Secondly, they don't have any monetary ownership in firm or fund that is why they are not become influential in some matter. Same phenomenon is tested in Table 2 . Results show that coefficient (-0.2119) of P_ind_connected is significant at 5% level and carrying negative sign. It confirms that connection with outside firm and industry generating expertise effect and contagion is positive for fund that is also proving out hypothesis of study. Our dependent variable is expense ratio as proxy of corporate governance and negative sign means that it is good for corporate governance. Next, to test the difference between the statuses of director in term of dependence we have analyzed the effect of dependent directors' connection upon the corporate governance of the fund. It is widely believed phenomenon that dependent director's connections are not good of corporate governance of firms. If dependent director are connected they bring into cronyism effect into base firms. Results of dependent director connections are reported in Table 4 . It is worth noticing that sign of the coefficient of dependent director becomes positive that confirms that independent director's connection with outside firms are not fruitful for funds. The nature of the work of the director is very important for firms. Dependent director has stake associated with firm and if they connect with outside firm it is a bad sign for firm. Similarly, the nature of work of independent director is that they work outside the firm and gets the diversity and work exposure from different type of culture and organizations who have diversity in corporate governance practices. So if independent directors are not connected this not well for fund too. The same phenomenon is tested and results are reported in Table-5 coefficient of variable independent director non-connected is significant and positive that confirms that independent director not connected are not good for corporate governance of fund. Finally, it is observed that on panel of some of the funds there are foreign dependent or independent directors are working. For this purpose dummy variable is included in the study that carries value 1 if any mutual fund has a foreign director on its board otherwise 0. So, there is certainty that foreign directors have greater exposure of working in shareholder friendly practice and legal protection and corporate governance system is much better as compared to developing countries. Secondly, gender wise analysis is conducted that if female directors are on the panel of fund how fund governance is? It is confirmed by the results given in Table 6 that having a foreign director on board has not any effect on betterment of corporate governance. The possible explanation of this effect is that the corporate governance system of developed countries is very much different from system of developing countries like Pakistan. Legal protection system is not strong in developing countries and legal protection system is a basic and essential element for good governance. By contrast, gender has a different effect upon the corporate governance system as compared to having a foreign director on board. A dummy variable is included in study to capture the gender effect that is coded 1 if any female board of director working with board otherwise zero. Coefficient of 'd_female' is significant, but positive that shows that female director is not helpful for good corporate governance practices in Pakistan. In a male dominated society like Pakistan, these results are very much rational and not too odd. A possible reason of positive results is that most mutual funds are owned by families and families sometime give director level post and representation to their females on board of director. Now these females are not technical persons and don't have enough expertise to take sensitive decision that can enhance corporate governance practice in the country. In line with Khorana et al. (2007) for the robustness, we used alternative proxy for corporate governance of mutual fund. Excluding other element for expense ratio of mutual fund management fee is used only as an alternative measure and results are reported in Table 7 . The results given in Table 7 are consistence with result given in the previous tables. Almost result are telling the same story and dependent directors, if connected and independent directors, if not connected are caused increase in management fee that means that dependent director connectedness and independent director non connectedness are both bad for corporate governance of mutual fund. Results of alternate proxy measurement of corporate governance confirm that our results are not biased and reliable measurement has been used in study.
Conclusions
Since the new code of corporate governance is implemented in Pakistan in year 2012, all mutual fund companies have tendency to hire more independent directors on their board. The prime focus of this paper is to investigate the fund governance in new perspective. We took and new approach to investigate whether mutual fund directors transmit the governance culture from firms where they employed to fund where they are independent or dependent directors. Normally the board of directors are high profile executives in their respective firms and they are the transmitting the governance cultures. If the mutual fund director also working in outside industry and engage in shareholder unfriendly practices, shareholder unfriendly culture can be spilled over to other industry via director working in more than one place.
The study finds that independence of directors is essential element for good governance in Pakistan. Using expense ratio as a proxy of corporate governance fist we find that independent director connection and ties with industry is good for corporate governance of mutual fund. It confirms the expertise effect that means independent directors working with different organizations that have different CG practices. This diversity gives greater exposure and independent director transmit the good practices into funds in Pakistan. Similarly, independent directors, if not connected to outside industry is bad omen for the mutual fund industry.
The study confirms that independent directors connected it good for corporate governance and if not connected is bad for corporate governance. Moreover, dependent connected directors have a positive sign with proxy of corporate governance and it's confirmed that dependent director connection and ties make the corporate governance worse. Finally, gender and the foreigner effect on corporate governance is tested and results show that foreigner on board of director are helpful in making the corporate governance good but not significantly. This is due to differences in culture, practice and legal protection system of foreign countries that these directors belong. Last but not least effect of presence of female director is tested and results are shown that the presence of females as a director on board is not fruitful for betterment of corporate governance. There are some future research avenues for interested researcher.
We have only included open ended mutual fund that has condensed the dataset. Currently there are 120 mutual funds operating in Pakistan so taking into account these entire fund the research can be expanded more to clear the picture. It only possible to gauge the net impact of CG that investment objective of these 120 funds must be fixed.
